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ANNUAL REPORT TO THE PRESIDENT AND THE CONGRESS 
ON THE 
PERFORMANCE MANAGEMENT AND RECOGNITION SYSTEM 


EXECUTIVE SUMMARY 


The Office of Personnel Management is required by section 5408 
of title 5, United States Code, to submit an annual report to 
the President and the Congress on the effectiveness of the 
Performance Management and Recognition System (PMRS). This 
report reflects data from the FY 1991 performance appraisal 
cycle, which is the latest data available. 


¢ Agencies continued to report no major operational problems 
with the PMRS. 


¢ The 1991 Governmentwide average performance rating for PMRS 
employees was 4.16 on a five-point scale, with 5.0 equal to an 
Outstanding rating. The average PMRS rating in 1990 was 4.11. 


¢ In 1991, 34.70 percent of PMRS employees were rated 
Outstanding as compared to 30.54 percent in 1990. This was 
the largest increase in Outstanding ratings under PMRS. The 
increase can be attributed in part to a flexibility provided 
by the PMRS Amendments of 1991 which deleted the required 
2 percent of base pay performance award for employees rated 
Outstanding. Consequently, agencies could have larger numbers 
of PMRS employees rated at the Outstanding level and still not 
exceed the maximum agency award expenditure allowable by law, 
which is 1.5 percent of PMRS salaries. 


¢ Due to the increase in Outstanding ratings, the average merit 
increase in 1991 rose to 1.84 percent of basic salary, from 
1.82 percent in 1990. 


¢ Although a comparable percentage of PMRS employees 
(70 percent) received performance awards in 1990 and 1991, 
there was a slight decrease in the average value of a PMRS 
performance award as a percentage of basic pay, from 
1.96 percent in 1990 to 1.95 percent in 1991. 


¢ Governmentwide performance award expenditures decreased 
to 1.31 percent of aggregate PMRS salaries in 1991, from 
1.35 percent in 1990. 


¢ The average value of performance awards for employees rated 
Outstanding in 1991 decreased to 2.46 percent of basic pay, 
compared to 2.62 percent in 1990. Agencies used the new 
flexibility that removed the mandatory 2 percent performance 
award for these employees by granting 36.4 percent of them 
performance awards of less than 2 percent of their basic pay. 


¢ The average combined value of additional amounts of direct 
compensation for PMRS employees continued to rise, from 
7.54 percent of initial basic salary for 1990 to 7.67 percent 
for 1991. Also, PMRS employees continued to receive higher 
average additional direct compensation (7.67 percent) for 1991 
than did their GS 13-15 counterparts (6.83 percent). 
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INTRODUCTION 


The Performance Management and Recognition System (PMRS) was 
established in November 1984 as a replacement for the Merit Pay 
System, which was created by the Civil Service Reform Act of 
1978. The Office of Personnel Management (OPM) is required by 
section 5408 of title 5, United States Code (U.S.C.), to submit 
an annual report to the President and the Congress on the 
effectiveness of the PMRS. 


The PMRS covers all Federal supervisors and management officials 
in grades 13 through 15. Each PMRS employee's performance is 
required by law to be rated at one of five summary rating levels 
(5 U.S.C. 4302a(b)(1)). They are Level 5 (Outstanding), Level 4 
(Exceeds Fully Successful), Level 3 (Fully Successful), Level 2 
(Minimally Successful), and Level 1 (Unacceptable). 


The sources of data in this report are the Central Personnel Data 
File (CPDF), the Performance Management Information System 
(PerMIS), and surveys and followup interviews with Directors of 
Personnel, or their staff, from the 34 largest Federal agencies 
(representing 93 percent of the total PMRS population). 


RECENT CHANGES TO THE PMRS 


The PMRS was scheduled to sunset on March 31, 1991. It was 
extended until September 30, 1993, by the "Performance Management 
and Recognition System Amendments of 1991 Act," Public Law 102-22, 
enacted on March 28, 1991. In addition to extending the PMRS, 
the Act made two other changes to the existing legislation. 
First, agencies were authorized to use work objectives in 
addition to, or in lieu of, critical elements and standards to 
describe performance expectations and, second, the mandatory 

2 percent of basic pay performance award for PMRS employees 

rated Outstanding was deleted. 


OPM issued interim regulations implementing these changes on 
June 1, 1992 [57 FR 23043". Final regulations incorporating 
agency and individual comments were issued on December 22, 1992 
[57 FR 60715). 


In preparing this report, OPM asked the 34 largest Federal 
agencies several questions regarding the use of work 
objectives and the deletion of the mandatory performance award 
for employees rated Outstanding. Following is a summary of 
their responses: 


> ALLOWING THE USE OF WORK OBJECTIVES 


Agencies and employee groups had often expressed dissatisfaction 
with the PMRS's statutory requirement that performance plans and 
expectations be described using the format of critical elements 
and standards. They argued that their agencies used work 
planning methods that were simpler and more meaningful for 
setting performance expectations. To respond to this concern, 
the PMRS Amendments of 1991 permitted agencies to use work 
objectives if they chose to do so. 


OPM asked agencies if this additional flexibility was a positive 
step. Fifty-three percent of the surveyed agencies responded 
that this increased flexibility was a positive change to the 
PMRS. Many (47 percent) of the agencies surveyed, however, 
stated that they have not yet determined whether allowing the use 
of work objectives would be advantageous. 


In 1991, approximately 28 percent of the surveyed acencies 
provided for the use of work objectives for their PMRS employees, 
and 22 percent said that they would be adopting the use of work 
objectives soon. Thirty-eight percent of the surveyed agencies 
responded that they would not be adopting the use of work 
objectives. Another 9 percent stated that they would wait 

until after 1993 to make any changes to their performance 
manag-ment systems. These agencies are waiting for clearer 
Signals regarding the future of Federal performance management 
systems and expressed concern over making changes now and perhaps 
again following the September 30, 1993, expiration date of the 
PMRS. 


> DELETION OF THE REQUIRED 2 PERCENT PERFORMANCE AWARD 


The PMRS Amendments of 1991 also deleted the requirement that an 
employee rated Outstanding be given a performance award of at 
least 2 percent of his or her basic pay. When this provision was 
originally enacted in 1984, its intent was to assure the full 
integration of lump-sum cash awards into a performance management 
system that would reward truly exceptional performance. At that 
time, the 2 percent minimum figure represented a substantial 

cash award that compared favorably with other lump-sum awards 
that were being paid to recognize superior accomplishments. A 
related statutory requirement is the awards spending ceiling of 
1.5 percent of PMRS salaries. This ceiling has two objectives: 
to control costs and to assure equity across agencies. 


At the time these requirements were first set forth, it was 
expected that only a relatively small proportion of PMRS 
employees would be rated Outstanding--maybe 15 to 20 percent at 
most. In the ensuing years, however, the proportion of PMRS 
employees rated Outstanding has risen steadily. This rise in the 
number of Outstanding ratings has had consequences due to the 
interaction of the required 2 percent award and the 1.5 percent 
ceiling on awards spending. The result is a lack of award funds 
for employees rated Exceeds Fully Successful or Fully Successful, 
as well as a perceived artificial limitation on the number of 
deserved Outstanding ratings. This development became the source 
and focus of considerable dissatisfaction with the system. To 
alleviate this situation, the PMRS Amendments of 1991 dropped the 
award requirement but retained the ceiling on awards spending. 


For the 1991 PMRS appraisal cycle, approximately 65 percent 

of surveyed agencies (representing 56 percent of the PMRS 
population) reported deleting from their PMRS performance 

plans the required 2 percent performance award for employees 
rated Outstanding. Another 15 percent reported that they would 
adopt this policy for the 1992 appraisal cycle. Approximately 
6 percent have not yet deleted this requirement, but reported 
that they will probably do so in the near future. Of those 
agencies that reported that they will not delete the mandatory 
performance award (12 percent), half said that they believe any 


performance award of less than 2 percent of basic pay for an 
employee rated Outstanding is not meaningful. 


Most agencies (61 percent) responded positively to being given 
more flexibility and discretion in arriving at award amounts. 
Another 29 percent of agencies reported that it was too soon 
to tell if this change will have any positive impact. Only 

10 percent did not think the change was a positive step. 


Of the 61 percent of interviewed agencies that felt this change 
was a positive step, half reported that they believed the change 
will be helpful to managers and supervisors since it: 


(1) provides more flexibility in the overall use of 
performance award funds; 


(2) helps assure that ratings will be based on actual 
accomplishments rather than on the availability of award 
money; 


(3) removes the necessity to reduce an otherwise 
Outstanding rating because of insufficient funds to pay 
the required 2 percent award amount; and 


(4) removes an inhibiting constraint so that the system 
seems fairer and more equitable. 


As the discussion of performance ratings below will indicate, 


removing this restraint on the number of Outstanding ratings 
seems to have had an effect even in its first year. 


NON-PMRS SYSTEM CHANGES 


Performance management systems covering both PMRS and non-PMRS 
employees have been under scrutiny for the past several years. 

To provide agencies increased performance management flexibility, 
OPM issued proposed regulations in 1991 [56 FR 48444, 

September 25, 1991] to reduce the required number of summary 
rating leveis for non-PMRS employees from five to three. In 
response to these proposed regulations, a number of agencies 
responded that, although they like the flexibility this change 


4 


offers, they would want to wait until they see what happens to 
Federal performance management systems overall before they 
implement a system with fewer levels. The regulations became 
final on March 2, 1992, [57 FR 7319], and, to date, very few 
agencies have adopted the use of fewer than five summary rating 
levels for their non-PMRS employees. Most agencies would have 
liked to see a similar change in the PMRS. However, since the 
five summary rating levels for PMRS employees are required by 
statute, OPM did not have the option to make such a change 
through regulation. 


PMRS POLicy STUDIES 


The introduction to the last PMRS annual report, issued September 
1992, discussed three significant studies by advisory groups and 
committees that address the future of performance management in 
the Federal Government, including the PMRS. Those studies 
included the National Research Council report, Pay for 
Performance: Evaluating Performance Appraisal and Merit Pay; the 
Performance Management and Recognition System Review Committee 
report, Advancing Managerial Excellence: A Report on Improving 
the Performance Management and Recognition System; and the Pay- 
for-Performance Labor-Management Committee report, Strengthening 
the Link Between Pay and Performance. 


In February 1992, Federal directors of personnel met to discuss 
these studies, as well as the National Academy of Public 
Administration report, Modernizing Federal Classification: An 
Opportunity for Excellence, and recommend to OPM further policy 
directions for performance management and position 
classification. A working group of nine agency personnel 
directors discussed these issues in more depth and prepared a 
follow-up report in June 1992 entitled A Draft Framework of 
Policy and Program Initiatives for Performance Management and 
Position Classification, which OPM circulated for comment during 
the summer of 1992. In addition, the General Accounting Office 
published a study entitled Federal Performance Management: 
Agencies Need Greater Flexibility in Designing Their Systems, 
which provides a performance management model that emphasizes 
giving agencies flexibility and discretion to design performance 
management programs that will meet their specific needs. All of 


these studies will contribute to further policy formulation on 
Federal performance management systems as we approach the next 
sunset of the PMRS on September 30, 1993. 


SUMMARY OF AGENCY DATA 


Following is a summary of significant facts and figures regarding 
the PMRS. This summary presents agency data from the FY 1991 
performance appraisal cycle. 


PROGRAM OPERATIONS 


As in previous years, agencies reported no major operational 
problems with the PMRS. Although agencies understand the 
fundamental operational requirements of the PMRS, they continue 
to require assistance from OPM in interpreting regulation and 
law in many non-routine situations. 


PERFORMANCE RATINGS 


For FY 1991, the average PMRS rating Governmentwide was 4.16, 
up from 4.11 in 1990. There was also an increase in percentage 
of employees rated Outstanding, from 30.54 percent in 1990 to 
34.70 percent in 1991. This is a larger increase than in 
previous years and is probably the result of the flexibility 
provided by the PMRS Amendments of 1991, which deleted the 
required 2 percent performance award for employees rated 
Outstanding. In 1991, this new flexibility was available for 
only slightly more than half of the PMRS population. In 
subsequent years, when more agencies can be expected to drop the 
required 2 percent award, past experience suggests that the 
proportion of Outstanding ratings is likely to continue rising. 


In previous years, the upward shift in percentage of employees 
rated Outstanding was accompanied by an upward shift in the 
percentage rated Exceeds Fully Successful. In 1991, for the 
first time in many years, that percentage rated Exceeds Fully 
Successful dropped--from 49.73 percent to 47.25 percent. Such a 
shift is consistent with the view that the new flexibility means 
that Outstanding ratings no longer have to be reduced to Exceeds 
Fully Successful because of limits on award amounts. As in 
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previous years, the percentage of employees rated Fully 


Successful declined, from 19.52 percent in 1990 to 17.86 percent 


in 1991. 


Table 1 provides the Governmentwide average rating and ratings 
distribution across the five rating levels from 1985 to 1991. 


YEAR 


1985 
1986 
1987 
1988 
1989 
1990 
1991 


OUT 


20.72% 
21.84% 
23.71% 
26.05 % 
27.94% 
30.54% 
34.70% 


TABLE |! 


RATING LEVELS 


EFS 


47.99% 
46.48% 
47.04% 
49.07% 
49.41% 
49.73% 
47.25% 


SouRCE: PERMIS DATABASE 


MS 


1.14% 
0.35% 
0.37% 
0.27% 
0.23 % 
0.15% 
0.14% 


U 


0.10% 
0.12% 
0.13% 
0.09% 
0.08% 
0.06% 
0.06% 


PMRS PERFORMANCE RATING DISTRIBUTIONS 


AVERAGE 
RATING 


3.88 
3.90 
3.94 
4.00 
4.05 
4.11 
4.16 


The average performance ratings for PMRS employees compared 
with those for employees under the General Schedule (GS) 
and the Federal Wage System (FWS) from 1985 to 1991 are 


shown in Figure 1. 


The pattern of continued rating 


inflation is apparent throughout all segments of the 
Federal workforce. 


FIGURE 1 


PERFORMANCE RATINGS BY PAY PLAN AND GFiADE 
1985 - 1991 


AVERAGE RATING 
4.20 


+> GM 13-15 +GS 13-15 *GS 1-12 @Fws 


GM13-15| 3.68 3.90 3.94 4.00 4.05 441 416 | 
GS1315| 3.72 3.87 3.93 3.87 3.93 4.01 4.08 
GS 1-12 3.66 3.73 3.80 3.74 3.78 3.68 3.95 
FwWS avaname | 3.71 3.71 3.73 3.76 3.80 3.88 


Merit increases are paid to eligible PMRS employees rated Fully 
Successful and above. A merit increase is an increase to basic 
pay that corresponds to a step increase received by eligible GS 
employees. Table 2 illustrates the merit increase formula. 

The portion of a merit increase that an eligible PMRS employee 
receives is based on the employee's performance rating and 
position in the pay range. The table also indicates the value 

of those merit increase portions as a percentage of the pay rate 
being adjusted. In the third tercile, employees already paid at 
the maximum pay rate for the grade do not receive merit increases 
based on their performance ratings, although they may be eligible 
for performance awards. 


F—_——_—_!—— 
TABLE 2 
MERIT INCREASE (MI) FORMULA 
1" rs ad 
RATING LEVEL TERCILE TERCILE TERCILE 
OUTSTANDING Full MI Full MI Full MI 
3.33%-3.03% 3.03 %-2.78% 2.78%0.00% 
EXCEEDS FULLY SUCCESSFUL Full MI % MI % MI 
3.33%-3.03% 1.51%-1.39% 1.39%-0.00% 
FULLY SUCCESSFUL Full MI % MI % MI 
3.33%-3.03% 1.51%-1.39% 0.93%-0.00% 
MINIMALLY SUCCESSFUL ¢ -0- -0- -0- 
-0- -0- -0- 


Table 3 shows the total Governmentwide spending for merit increases 
from 1987 to 1991. Due to the increase in percentage of PMRS 
employees rated Outstanding in 1991, the average merit increase was 
1.84 percent of basic pay compared to 1.82 percent in 1990. 


TABLE 3 
TOTAL SPENDING FOR MERIT INCREASES 


TOTAL PMRS TOTAL MERIT AVERAGE MERIT 
YEAR BASIC SALARIES INCREASES _ INCREASE*_ 
1987 $6.5 BILLION $109.2 MILI ON 1.68% 
1988 $6.9 B:cLION $119.4 M‘LLION 1.73% 
1989 $7.5 BILLION $136.5 MILLION 1.82% 
1990 $8.2 BILLION $147.3 MILLION 1.82% 
1991 $8.6 BILLION $152.5 MILLION 1.84% 
SOURCE: PERMITS DATABASE AND THE CPDF * AS A % OF BASIC PAY 


PERFORMANCE AWARDS 


PMRS employees rated Fully Successful and above are eligible to 
receive lump-sum performance awards (authorized by 5 U.S.C. 5406). 
Based on the 1991 appraisal cycle, approximately 70 percent of PMRS 
employees received performance awards, the same percentage as the 
previous year. The average value of all PMRS performance awards as 
a percentage of basic pay, decreased very slightly from the 
previous year, to 1.95 percent in 1991 as compared to 1.96 percent 
in 1990. This may be due, in part, to the decrease in the average gi 
award for employees rated Outstanding in 1991. For those s 
employees, the average value of performance awards as a Bt 
percentage of basic pay declined to 2.46 percent in 1991 as 

compared to 2.62 percent in 1990. A significant proportion of 

PMRS employees rated Outstariding in 1991 (36.4 percent) received 
performance awards of less than 2 percent of their basic pay. 


Table 4 shows the Governmentwide average value of performance 
awards as a percentage of basic pay for 1989, 1990, and 1991, by 
performance rating and grade level. 


ir 
TABLE 4 
AVERAGE VALUE OF PERFORMANCE AWARDS rs 
(AS A % OF BASIC PAY) 
1989 
PERFORMANCE RATING 
OUTSTANDING 2.75% 
| EXCEEDS FULLY SUCCESSFUL 1.65% 
FULLY SUCCESSFUL 1.03% 
ALL EMPLOYEES 2.04% 
GRADE LEVEL 
GM-15 2.19% 
GM-14 2.02% 
GM-13 1.93% 
SOURCE: PERMTS DATABASE 
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The Governmentwide expenditure for PMRS performance awards 

in 1991 was approximately $112.2 million. Each year, agencies 
are required by law (5 U.S.C. 5406(c)) to spend at least 

1.15 percent but no more than 1.5 percent of their aggregate 
PMRS salaries for performance awards. In 1991, Governmentwide 
expenditures for performance awards were approximately 1.31 
percent of the aggregate PMRS salaries, a decrease from 1.35 
percent in 1990. 


Table 5 shows the Governmentwide expenditure for PMRS performance 
awards from 1987 to 1991. 


TABLE 5 


SUMMARY OF PMRS PERFORMANCE AWARDS EXPENDITURES | 


Total PMRS ‘Total Awards as % of 


Year Basic Salaries Performance Awards _ Basic Salaries 

FY 87 $6.5 Billion $ 93.2 Million 1.28% 

FY 88 $6.9 Billion $100.7 Million 1.46% 

FY 89 $7.5 Billion $102.0 Million 1368 | 
FY 90 $8.2 Billion $110.7 Million 1.35% 

FY 91 $8.6 Billion $112.2 Million 1.31% 


SOURCE: OPM FORM 1465 (INCENTIVE AWARDS PROGRAM 
ANNUAL REPORT) AND THE CPDF 


TOTAL DIRECT COMPENSATION 


The following comparison of direct compensation for both PMRS and 
non-PMRS employees in grades 13-15 is based on pay data reported 
to OPM. In a given year, employees receive as direct compensation 
pay amounts in addition to their rate of basic pay at the start 
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of that year. For PMRS employees, these additional amounts 
include: general pay increases (comparability increases), 

merit increases, performance awards, and other incentive awards. 
For non-PMRS employees (GS 13-15), these additional amounts 
include: general pay increases (comparability increases), 
periodic step increases, quality step increases, performance 
awards, and other incentive awards. Some of these additional 
amounts (the various increases) are adjustments to the rate of 
basic pay, while others (performance awards and other incentive 
awards) are one-time cash payments that do not affect that rate 


of basic pay. 


The combined value of these additional amounts of direct 
compensation, expressed as a percentage of the initial rate of 
basic pay, can be compared across years and across groups of 
employees to examine differences and trends in total direct 
compensation. Table 6 summarizes the average additional direct 
compensation for PMRS employees and for GS 13-15 non-PMRS 
employees from 1989 to 1991 by rating level. 


TABLE 6 


AVERAGE ADDITIONAL DIRECT COMPENSATION 
BY PAY PLAN AND RATING LEVEL 


(AS A % OF INITIAL BASIC PAY) 


RATING LEVEL NON-PMRS PMRS 
(GS 13-15) (GM 13-15) 

1989 1990 1991 1989 1990 

- OUTSTANDING 7.01 7.64 7.64 8.65 9.14 

EXCEEDS FULLY SUCCESSFUL 6.13 6.71 6.92 6.70 7.17 

FULLY SUCCESSFUL 5.53 6.74 6.70 5.51 5.97 

ALL EMPLOYEES 6.13 6.74 6.83 7.00 7.54 


SOURCE: PERMIS DATABASE 
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In the aggregate, PMRS employees received a higher average 
additional direct compensation based on their 1991 performance 
ratings than in the previous year (7.67 percent for 1991 vs. 
7.54 percent for 1990). That increase across years was mainly 
due to the January 1992 general comparability increase, which was 
0.1 percent higher than the 1991 general comparability increase. 
It is noteworthy that those PMRS employees rated Outstanding 
received a lower average additional direct compensation across 
those years (9.05 percent for 1991 vs. 9.14 percent for 1990). 
This decrease in additional direct compensation is consistent 
with the decrease in the average value of performance awards for 
PMRS employees rated Outstanding. 


For 1991, PMRS employees continued to receive higher average 
additional direct compensation than did their GS 13-15 
counterparts. PMRS employees received an average 7.67 percent 
additional direct compensation versus an average 6.83 percent for 
their non-PMRS counterparts. 


There are several reasons behind the higher average additional 
direct compensation for PMRS employees. Compared with the 
periodic step increase formula for GS employees, the PMRS merit 
increase formula produces larger average increases to basic pay 
(a 1.84 percent average increase for PMRS employees vs. a 1.60 
percent average increase for GS 13-15 employees). Also, agencies 
are required by statute to spend a minimum of 1.15 percent, but 
no more than 1.5 percent, of the aggregate PMRS salaries for 
performance awards for PMRS employees. There are no similar 
requirements for GS employees. In 1991, the percentage of total 
GS 13-15 salaries paid as performance awards was 0.73 percent, as 
compared to 1.31 percent of total GM 13-15 salaries. 
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